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On Oct. 3, representatives for the Salinas administration, the business sector, labor unions and
agriculture organizations finalized an agreement to renew for another year their anti-inflation
accord, commonly known as the Economic Stability and Growth Pact (PECE). This was the eighth
renewal of the PECE, which was initiated under the presidency of Miguel de la Madrid and has
been continued by current President Carlos Salinas de Gortari. Unlike recent years, the Salinas
administration presented this year's version of the PECE as an economic stimulus package rather
than emphasizing the pact as an anti-inflation accord. The Salinas government has successfully
brought inflation under control since 1988, but this strategy has also resulted in a major slowdown
in Mexico's economic growth, especially in the manufacturing sector. A spokesman for Salinas's
office told reporters that the stimulus package could bring Mexico's GDP growth in 1994 to between
3% and 3.5%, compared with 2.3% to 2.5% in 1993. The PECE's economic stimulus measures and
other concessions to labor and the business sector are expected to cost about US$6 billion, an
amount roughly equal to the federal budget surplus. Almost one-third of this budget surplus will
go to cover changes in personal income tax rates, in effect boosting salaries for the lowest-income
workers. Through legal deductions, workers earning as much as twice the minimum wage would
in effect receive money back from the government. Those workers earning between two and four
times the minimum wage would either pay no taxes or would see a sharp reduction in their tax
rate. According to some economists, the number of Mexicans who pay no income taxes would
double during 1994 to 2.6 million. Another concession to labor was a measure allowing workers to
negotiate for productivity bonuses with their employers. Through this measure, President Salinas
appeared to fulfill a promise to US President Bill Clinton during the final stages of negotiations on
the labor parallel accord for the North American Free Trade Agreement (NAFTA) that productivity
incentives would be phased in for Mexican workers. Despite the concessions to labor, however,
salary increases under the new PECE will continue to be based on the expected rate of inflation,
which has been set at 5% for 1994. This compares with the 9.9% maximum allowed under the 1993
version of the PECE. For the business sector, the new PECE reduced the corporate tax by one
percentage point to 34%, established an easier payment schedule for companies with tax backlogs,
and created deductions for businesses investing in anti-pollution devices for industry and vehicles.
In turn, business representatives in the PECE negotiations committed to pass on their lower costs
to consumers, which they estimated would reduce inflation by 1.5 percentage points. The PECE
also prescribes a 20% to 40% reduction in prices for diesel, a 14% drop in the cost of electricity, and
reductions of 10% and 18% in the respective cargo rates for rail and air shipments. (Sources: United
Press International, Agence France-Presse, La Jornada, 10/03/93; Associated Press, New York Times,
10/04/93)
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